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REPORT . 

The Governnienii of India coii'^tjtuted on Kay 11 7 1956 a 
CdrpjTilftee to consider th«- •avopo sal of tho I'yr-ore Government 
in ror;ard to compensation for the Kolar Gold yield Mines 
and to recomnend ’./hat, in the Committee• s view, i/onld 
constitut.e fair and reasonable compensation, as follows 

fhri K.1% Kanl, Joint Secretary, Chairman. 

Ministry of II.R.c: S.R. 

Shri B,K. Ilehru, Jt. Secretary, Member, 

Ministry of finance (DEA) 

Shri C,.’, Menon, Jt. Secretary, Member, 

^ilniGtry oi finance (PSII Dn.) 

The Committee met on May. 15 and decided to atndy the method 
of. determininG comp'ftns-at.lon emplo-yed by the Central Government 
in recent cases of nationalisation, nanoly, the Reserve Bank 
of India, Imperial Bank of. India, Indian Airlines, Air India 

i 

International and Life Insui'anca, It also considered it 
necessary to obtain a detailed, statement of the claim put 
forv/ard by tho Company and a precise indication of the views 
of the MytJoro Gov ?riiment on inich claim, 

2 , It accordingly met tlio reprosontatives of the Mysore 
Government (Jhri Bhorat’n and Shri Jagannatha Rao) on May, 25 
and 26 to hear tho Mysore Gover.nn'ent'.s viev/s "irst. The 
Committee under'tood that there were three Companies operating 
in the i’tate: 

1, Champion Reef 

2, My.sore Gold 

3, Nandidroog 

The a'^jets aU'.d liabilities in the Mysore State of the three 
Companio.s, namely, (1) Champion Reef (KGB), C 2 ) Mysore Gold 
(KGB) and (3) ITandidroog (KGV) belong to three Rupee Companies 
registered in 1951 in the I'ysore State. These Rupee Companies 
are 100;?’sub.sidiaries of three Sterling Companies, namely, 
CJiartnion Reef, My.sdre Cold and Nandidroog v/itliout the appella¬ 
tion y.G.y, The assets of the Sterling Companies comprise 
investments in th.e R,K,, certain other investments and .shares 
in the three ^hipee Companies-, The Mysore Government based 
their corpensation on the price of the British Companie.s 
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shares of the face value of 10 shillings each as quoted on the 
Madras Stock Exchange, The price of the Rupee Companies shares - 
with the exception of the Mysore Gold (KGF) - could not be 
taken as these shares were not quoted on the Stock Exchange, 

4 copy of the quotations adopted for this purpose expressed in 

Indian currency was furnished to the Committee. The date taken 

• 

into account in the case of Champion Reef and Nandidroog was 
6,1,55, which v/as more than three months before there vras any 
talk of nationalisation. In the case of'Mysore Gold (KGF) it 
was possible for the Mysore Government to go by the market 
quotations of the Indian Company's shares, since the Indian 
Company's shares held by the British Company were distributed 
to the shareholders when the British Company went into liqui¬ 
dation in June, 1955 and wore offered by the shareholders for 
sale on the Madras Stock Exchange, In order to be on the safe 
side and to give the maximum benefit to the shareholders, the 
Mysore Government had adopted the highest market quotations 
of these shares since they began to be quoted in Madras, On 
this basis the Mysore Government had calculated the compensa¬ 
tion payable as follows 

Rs,(lakhs) 

40,16 Mysore Gold Company, 

21,73 Champion Reef, 

25,91 Nandidroog. 

87,80 

It was explained to the Committee that this sura of Rs,87,80 
lakhs was exclusive of the other assets in the U,K, of Champion 
Reef and Nandidroog which, according to .their book values as on 
31,12,54, were worth Rs,3l,48 lakhs net. In other words, the 
shareholders of the British Companies stood to receive^compen- 
satlon under the Mysore Government formula Rs,87,80 lakhs plus 
Rs,31,48 lakhs, or a total of Rs,119,28 lakhs5 31,48 lakhs 

representing compensation for assets in the U,l(, not nationalised, 
3. The Committee was further Informed that when the Rupee 
Companies were formed on 1,4,51, certain fixed assets like 
buildings, machinery, and plant and other capital assets like 





- 3 - 


inlnlng rights, were transferred to them by the British Companies 
at enhanced values in excess of the book values. The extent of 
the enhancement, representing* a eapital gain> was credited In 
the books of the British Companies to a capital reserve account 


as follows 


Hs< lakhs) 


Champion Reef 

2,13 

Nandidrobg 

5,88 

Mysore Gold 

10,43 


18.44 

Ooregam 

16.70 


35.14 


£ 

15,960 

44,084 

78,241 


138,285 

125;235 


263,520 


It was explained to the Committee that, in the case of the 
Ooregam mines (sterling) which went into llouidatlon in 1954, 
the benefit of the enhanced values of the assets had already 
accrued to the shareholders. In the case of. Nandldroog and 
Champion Reef the enhanced values had no significance for the 
shareholders in view of the fact that the Mysore Government had 
calculated compensation on the basis of the entire assets of. the 
British Companies, including those of their Indian subsidiaries. 
In the case ,of Mysore Mining the inflated values must be presumed 
to have depressed the Rupee Company's shares somewhat. The 
extent of the fall in the share values was difficult to deter¬ 
mine, but its effect could not have been very significant. By 
and large, it could be said that, under the Mysore Government's 
formula, the full benefit of the capital appreciation was allowed 

w 

to accrue to the shareholders of the British J3:ompanies concerned 
and that it did not affect the comnensation payable, 

4, The Committee further understood that, in arriving at the 
figure of Rs,87,80 lakhs the Mysore Government had made no reduc¬ 
tion in respect of certain contingent liabilities of substantial 
amounts brought to its notice by the Company. These liabilities 


1 

o 

•• 

1 

lakhs 

Termination gratuity 

68,0 

Bonus 53-54 

Service gratuity and silicosis 

5.4 

compensation 

12.30 

Leave settlement 

13,30 

Passage 

1.60 

Pension Fund 

18.00 

Liabilities of management 


Contingencies 

i^6^ 









Sulpstantfial as these liabilities were, they had no Influence on 
the market quotations adopted for the purpose of evaluating the 
shares becavtse this information wad not made known to the public 
at the time. If these liabilities, based on the Company's ovm 
calculations, are added to Ils,87*8^ lakhs, and Rs,31*4S lakhs for 
the U.K, assets also taken into account, thd total compensation 
offered by the Ifysore Government, 'it was explained to the 
Commit tee,^amount in reality to Rs,256,48 laldis, 

5, It was further explained to the Committee that the alter¬ 
native method of evaluating the assets' and liabilities of these 
Companies had also been considered by the Mysore Government, 
According to the book values the assets of Mysore Gold, Champion 
Reef and' Nandidroog, less liabilities, amounted to Rs,211.9 lakhs* 
Deducting the contingdU'c liability of Rs*136,2 lakhs, the compen** 
sation payable on v'-ir basis, without making any ad justments-to 
the Company's figures, would work out to Rs*75*7 laldis* The 
Mysore Government had not been furnished with detailed partlcxilars 
showing nov/ the book values had "been calculated; but on the basis 
of certain minimum ad hoc adjustments that it had found it 
necessary on yory broad considerations to make the effect was to 
reduce.the value of these assets by about one crore. If this 
adjustment iS made, it was pointed out, the compensation payable 
would be converted into a minus figure. The Mysore Government 
had, therefore, decided to adopt the method of share valuation 
which was more favourable to th§ Company* 

6, The Committee next heard the Company's»case, as put for¬ 
ward by its ox^m representatives. These could not meet the 
Committee earlier than June 11, 1956 and the matter liras somevdiat 
delayed. In the meanwhile Shri D,K, Nehru had to leave on depu¬ 
tation abroad and was replaced by Shri H.A, Sujan, The Committee 
was told by Taylor that the Company's claim to compensation 
was based on the replacement value of the assets, less depreda¬ 
tion for the nmber of years for which they \/ere used. The 
original cost of the’Company's assets had been written down year 
by year at varying rates of depreciation so that many of them 
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were now valued in the hooks at only a few rupees. 
Nevertheless, these assets, or at least a majoiSLty of them 
were capable of being used for a number of years to ' 

come and, if sold, oould still fetch substantial prices. 

The Company considered its shareholders were entitled 

in equity to the full benefit of these prices, whatever 

the valuation indicated in the Company's balance-sheet. 

On the basis of replacement costs, the Companies had 

valued their assets at about Rs.8.5 crores. For loss 

of future profits, based on the anticipated life of the 

mines, the Companies had added a figure of 2 crores, 

making a total of Rs.10,5 crores. For insurance purposes 

the Companies assets had been valued at about Rs.6.39 

crores, Mr. Taylor conceded that neither of these 

estimates could be said to bear a proper relation to the 

earning power of the business and that the Companies 

could not, therefore, rightly expect to recover their 

full value. He, however, criticised the basis of share 

valuation adopted by the Mysore Government as being 

altogether unrealistic. In his opinion market quotations 

of the shares were no proper index to the real value 

of the assets of the Companies. Actually these assets 

were worth several times the value of the Companies 

shares at current market rates, 

7,. In a further memorandxim submitted by the Company, 

the assets were revalued on the rgplacomont costs basiS;,*' 

bt Rs;876 crores, and on the basis of their original coats 

less depreciation at incometax rates, at Rs, 343 crores. 

The "break-up" value of these assets, vhich the Company 

iirged could be railsed by the sale of dismantled 

plant and machinery and stores was put at Rs, 300 lakhs 

while the capitalised value of the Company's profits 

was estimated at Rs, 349 lakhs. On the basis of these 

figures the Company's representatives submitted that 

a negotiated settlement approximating 400 lakhs net 

would be fair and reasonable both to the Government and 

to the shareholders. 
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8* Having heard the views of both parties the Committee felt it 
necessary to settle the principles that should govern the grant of 
compensation in this case in order to arrive at an appropriate 
method for computing a fair and-reasonable compensation. There are 
a number of recognised methods employed for evaluating a business 
based on replacement costs, actual cost less depreciation at statu¬ 
tory incometax rates, capitalised value of anticipated profits, and 
so on. The Committee considered that none of these methods would be 
appropriate to the circumstances of this case, as they were open to 
one serious objection or another. For example, the replacement cost 
method, which the Company had uxgod^, would not, in the case of a 
heavily capitalised industry such as this one, reflect in any mea¬ 
sure the true Income earning capacity of the business. The Committee 
yas of the view that these various methods would give results vdiich 
could only serve as rough guides to what the correct valuation should 
be. The matter had, therefore, to be examined on the basis of first 
principles, 

9, The Committee has done so and is of the opinion that the 
nationalisation of an industry must be regarded as a political deci¬ 
sion, taken by a Government in exercise.of its sovereign powers 
to give effect to a social policy for which, in a democratic set» 
up, it has a popular mandate. The compensation to be paid must, 
therefore, be related to the social objective in view. Whatever 
that objective, it is now widely recognised that compensation must 
be such that there is no discrimination against those compulsorily 
dispossessed of their property in the interest of the community as 
a vihole. In other words, the dispossessed must be given compen¬ 
sation as nearly equal as possible to the value of the property of 
^i^ich they are deprived. In the case of a joint stock company 
such as the present one, the property of which the owners i,e, 
shareholders are deprived is their share scrip. If compensation 
is so arranged that the financial position of shareholders after 
nationalisation remains much the same as before, the claims of 
equity, justice, reason and falrplay in a.social sense can bo eald 
to have been fully satisfied. 
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10. The Committee felt that this result could best be 
achieved by basing compensation on the income yielding 
capacity of the shares. This capacity can be measured with 
fair accuracy by reference to past dividend yields. Compen¬ 
sation should, therefore, be paid in an amount which would 
ensure to the shareholders roughly the same yield in future. 

The capitalised value of past yields is best reflected in the 
market quotations of the shares. The Committee recognises 
that there is force in the contention that market quotations 
do not necessarily reflect the true value of shares. Values 
on the stock exchange were subject to a variety of influences, 
some of which were wholly extraneous to the industry in 
question. Frequently market sentiment affected share prices 
most. Subject to this reservation,however, marxet pricej^ of 
shares, if carefully selected, could reflect, within reason¬ 
able limits, the true value of the shares. In compensating 
the sharehhlder, therefore, for the shares of which he is 
deprived, the Committee thoxight a good basis the stock 
exchange valuation. Such valuation must be of a date as near 
to the date of transfer of ownership as possible; but in all 
fairness it must not be of a date when it could be said to 
have been influenced by threats of nationalisation. The 
Committee further recognised that share values could be 
depressed by action of Government in levying an onerous duty 
or a discriminatory impost. These factors could be considered 
and taken into account. But if it was recognised that the 
party to be compensated was the shareholder and not the 
Company and that the compensation was to be so adjusted as to 
leave the financial position of the shareholder unaffected, 
the Committee was of the view that the share valuation basis 
was the one calciiLated to give fairest results of allthe 
alternative methods mentioned in the discussions, 

11, The Company's representatives gave careful thou^t 
to the Committee's views but said that, as practical businessmen 



they were not so much interested in abstract principles as 
in their financial effect on the interest of the Company and 
its shareholders, '-^'hey were, therefore, reluctant to give 
their assent to the principles formulated by the Committee, 
unless they knew how they would affect the shareholders 
financially. The Committee pointed out that, while it was 
only reasonable that the Company should know the financial 
effects of the principles they were asked to agree to, from 
the Committee's point of view the principles were more 
important then thei* financial consequences. If the principles 
were fair and sound the resiilts that flowed from them would 
also be reasonable, 

12. In adopting the share valuation basis the Committee 
felt it necessary first to deeide the criteria that must g6vem 
the selection of the market quotations of the shares. In 

its opinion the first of these criteria must be that the 
stock prices are taken as of a date as near as possible to 
the vesting date, subject of course to other considerations. 
SeconcLy, since the prices of shares on a particular date 
would not normally be as representative of their true value 
as the average of a selected peiiod, it would be advisable 
to follow the U.K. practice and adopt this alternative basis 
for the determination of the stock prices. Thirdly, in 
selecting the period regard must be had^ to such factors as 
threats of nationalisation, which could be said to have 
vitiated market quotations. These criteria were by no means 
exhaustive; and the Committee invited th 
representatives^ as af the G-ovt. of Mysore 
other critejdhi' they might think fit for ^he Committee's 
consideration. As no other criteria were suggested, the 
Committee has adopted the ones, it has formulated for the 
selection of the period. 

13 . The Committee felt it advisable to request the 
Company's representatives themselves to sxiggest a period or 


Company's 
suggest any 


,io 



periods in the light of the agreed criteria, 'fhe basis ihhey 
recommended for the Committee's consideration was the 5 year 
period 1945 to 1949. This period, they urged, was one imme¬ 
diately preceding any talk of nationalisation, since the idea 
was first mooted in connection with the repeal of the gold duty 
in 1949. This period is also to be prefeired over others 
because it was in 1945 that the Mysore (^ovt, had granted 
certain ad hoc relief from the gold duty. The incidence of 
the gold duty had proved more onerous than was expected when 
it v/as levied in 1940, aind was considered by the Mysore Govt, 
to have prejudicially affected the development of the mines. 

On the basis of this period the Company estimated the value 
of the shares at Rs. 225 lakhs. 

14 . The Coamiittec has given careful consideration to this 
period but feels it is open to the serious objection that it 
is too far removed from the vesting date. The longer this 
interval the greater the inaccuracies that are likely to 
creep in. It would not be possible wholly to ignore all that 
happened since 1949 to affect the business of the Company. 

To take account of these happendings and to appraise their 
financial significance would be an impossible task. The 
Committee, therefore, thought it advisable to consider the 
period of 5 years immediately preceding the decision to 
nationalise the mines, namely 1950-54. The year 1955 had to 
be excluded, as it wcis in that year that nationalisation 
was the subject of considerable public debate, eventuating 
in the decision to take the mines into public ownership. 

Share prices could not but have reacted to these developments. 
The Govt, of Mysore itself had recognised this ftnd had 
taken the market quotationsjof b.1.55 for the purpose of stock 
valuation. Based on the average of the period 1950-54 the 
Company's represen-tatives estimated the value of the shares 
at Rs, 101 lakhs a 2 >pi*oxim..tely. 

- 15 . The large disparity between these two figures was 
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explained by the Company's representatives in various ways. 
Principally, it was due to the fact that durin^i the period 
1950-54 share prices had slumped owing to the agreement 
of 1949* Under this agreement a provision was first to be 
made for depreciation and cevelopm^nt, after payment of 
income-taix and super-tax, up to 15 '/'’ of the working expenses, 
Thereafter dividnnds not ezcccding 6^0 of the share capital 
could be declared, the remaining prolits, if any, being 
shared in the ratio of 1 : 1 or j : 1 depending upon their 
amount. I'ho Company's repi'esentatives urged that this vras 
a highly discriminatory levy, foi \/hlch there was no parallel 
to be found anywhere in the world. ’J-'he effect of the levy 
was a serious depression of the shares on the London Btoclc 
exchange as the investor had little prospect of ever obtain¬ 
ing more than 6 ?^ on his sh-:.re whatever the actual future 
prospects of the Companies. Moreover, throughout the 
period 1950 - 54 . the trend was for the cost of production to 
rise and that of theprice of gold to fall. A graph indica¬ 
ting these trends was fiurnished and is attached. These 
trends, particularly in regard to the price of gold, had 
been reversed in 1955* ^he Company's representatives, 
therefore, thought it would be unfair to select this period 
for stock valuation when trading conditions were at their 
worst. The Committee, hoviever, belcQC - the view that gold, 
like that any other commodity, has its business cycle and 
that there is nothing unusual in the behaviour of gold prices 
dviring this period. The fact that the cost of production 
rose during this period, though it declined, as the graph 
shows, in 1954 , is also of no material significance, since 
such possibilities cannot be excluded in assessing the 
future prospects of the Companies. 

16. The Comrflittee has given very careful consideration 
to the suitability of the average of the periods 1945-49 
and 1950-54 for the purpose of evaluating the stocks. The 
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forner neriod goes too far back to be regarded as capable 
of reflecting the true value of the shares for the year 
1956* On the other hand, the period 1950-54 is open to tho objoc 
tloh that share prices during this period must have been 
deorecsed as a result of the agreement of 1949, In-the case 
of Nandydroog they dropped steadily from 8s 8.5d in 1950 
to 6s and .Sd in 19545 Champion Reef from 10s 4*5d in 1950 
to 4s 7*4d in 1954 and Mysore CJold from 7s 3d in 1950 to 
4s ll«25d in 1954. These are significant drops and cannot, 
in the Committee’s views, be iirfiolly explained by the deter¬ 
ioration in the price of gold or in trading conditions 
generally* 

17, The Committee's attention was drawn in this 
connection to the discovery in 1950 of a new reef in the 
Nandydroog area, v^iich had radically altered the future 
prospects of these mines* Up to the time of this discovery 
the general feeling was that the mines were nearing their end 
and could last for another four or five years only. The 
discovery of 1950 set the life of the Kandydroog mine at 
about 50 years, I'Sven so fundamental a development, the 
Company’s representatives urged, had not improved the share 
quotations, because of the agreement of 1949, and their 
prices had continiied to slump* The Committee feels there 

is some force in this contention, though it is impossible 
to appraise its exact significance, 

18, Neither of the t\-/o periods, it is clear, is. capable 
by itself of reflecting the true value of the shares. Never¬ 
theless, the Committee feels the truth must lie somewhere 

in between. In the very special circumstances of this case, 
and in the absence of a better alternative, the Committee 
feels it would be fair and reasonable to take the arithmetic 
mean of the figures of these two periods (Rs, 225*51 and 
PiS, 102,55) as the valuation of the stocks viz* Rs,164 lakhs. 
This figure can by no means claim accuracy other than that 
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it is betti^r or more truly representative of the actual 

value of the’shares than any other fif^ure. 

19 . ’The Mysore representatives drew the Committee’s 

attention at this sta^e to the contingent liabilities of 

Rs. 136 la-.hs already mentioned in para 4 and claimed that 

a deduction of this amount should be made from whatever figure 

may be arrived at on the basis of share valuation. The 

l_ in that all these lia'illidies il-eidtntal 

Committee considers this contention is nolj^tenable .to ■ the 

normal working of a business of this kind and there' is nothin^;, 

unusual about trem,. tiuch liabilities are invariably met 

from year to year as they arise and constitute a charge against 

the revenues of the Company. 

20. In basing compensation on this figure of Rs, 164 

lakhs the Committee’s attention has been drawn to the fact; 

(i) that minerals being a wasting ‘asset the 
life of a mine diminishes as more and 
more ore is extracted; and ' 

(ii) that there was a serious rock burst in 
February, 1956, the financial effect of 
which cannot be disregarded. 

The Committee consideis that while (i) is correct, allowance 
must also be made for the new deposits discovered as a 
result of development work going on continuously. With 
regard to (ii) it appreciates that while rock bursts are 
a common enough feature of these mines, that of February 
1956 was one of unusual intensity, involving tjae Company in 
substantifil loss. On the other hand, the Committee feels 
it must also make allowance for the following factors; 

(i) The present day value of the bulk of the 
capital assets owned by the Companies is 
■undoubtedly substantially higher than that 
indicated in the balance sheet, on which 
alone market sentiments must be presiuned 


to have been based. 
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(il) The 4gre0ment of 1949 prevented share values from 
reflecting to any reasonable degree of accurary the 
discovery of the new reef in the Nundldroog area 5 and 
(iii) Some consideration is also due to shareholders, par¬ 
ticularly where they are non-Indians, for the dlatur- 
bonce caused to their investment and the expenditure 
they will be put to in reinvesting what they receive 
by way of compensation* 

These factors are difficult to evaluate; but the Committee feels 
the claims of justice and fairplay will have been adequately met 
if a net addition of Rs.5, lakhs is made to the sum of Rs.l64 lakhs, 
making a total of Rs.l69 lakhs. Prom this sum must be deducted 
Rs.50 lakhs, which the Committee understands represents the value 
at current market rates of the investments, mostly in Government 
securities, held by the Compan4i^in the U»K* Subject to this figure 
being verified, there will be left a balance of Rs.119 lakhs net 
payable as compensation to the Compan|i» This amount may be paid in 
full provided dividends are declared at a rate not exceeding 6^ of 

the share canital from the profits of 1955, after making adequate 

tuiJ 

provision for Incometax and super-tax liability; ^no other disburse¬ 
ments of any kind be made to the shareholders* 

21. The compensation payable to each of the throe.Rupee Compa¬ 
nies can be readily deduced from the figure of Rs.164 lakhs after 
ascertaining the market value of the sterling investments hel’d.by 
them and distributing the sum of Rs.5 lakhs pro rata. 

22. The Committee has felt unable, on the data before it, to 
make any specific recommendation id.th regard to the form in 
which compensation should be paid. It suggests, however, that 
every effort should be made to pay off at least the smaller 
shareholders (say up to Rs*10,000) in cash. It has requested 
the Company to furnish information on the number of small share¬ 
holders deserving of this treatment. This question will need to 
be examined with reference to the proportion of the liquid assets 
oivned by the Company to its fixed assets. 
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25. The Committee wishes to place on record its sense 
oi* deep gratitude to the officers of the Mysore Government 
who assisted the Committee in every way in the conduct of 
these proceedings and gave so ungrudgingly of their time 
and attention at considerahlo personal inconvenience and 
discomfort' in the blistering heat of June, The Committee 
is equally grat£j^r©d to Mr. Taylor and his colleagues for 
their fullest co-operation with the Committee in its deli¬ 
berations, But for their tireless energy, patience and 
forbearance the Committee x/ould not have concluded its 
labours as soon as it actually did. 


(K,N, Kaul) 

Joint Bocretary, 
Ministry of N.R. & S,R 


(C,s, Menon) 
Joint Secretary, 
Ministry of Finance, 




(H.A, Sujan) 

. Deputy Secretary, 
Ministry of Finance, 


Hew Delhi, 

June 25, 1956, 



